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COMPTROLLER GENERAL OF THE UNITED STATES 

WASHINGTON. DC. 20548 

MAR 11 1966 

To the President of the Senate and the 

Speaker of the House of iiepresentatives 

Herewith is our report on the audit of the Agency for International 

Development Loan Program financial statements for fiscal years 1962, 
1963, and 1964. As shown in the report, this program encompasses over 
one thousand signed loan agreements totaling about $12 billion and hav- 

ing outstanding balances on June 30, 1964, of $7,4 billion excluding inter- 
est. Many of the loans are repayable over a 40-year period. 

The financial statements accompanying our report, in our opinion, 
do not present fairly the financial condition of the Loan Program at 
June 30, 1964, or the results of operations of the program for the fiscal 

years 1962, 1963, and 1964. Certain financial statement balances have 
been materially overstated and others understated because of accounting 

practices that we believe are not sound. Net income for each of the 
3 fiscal years and the accumulated net income shown in the June 30, 
1964, Statement of Financial Condition are materially overstated be- 

cause of exclusion of administrative expenses. Although fiscal year 
1964 is the latest period covered by the statements presented in our re- 
port, the basic deficiencies and underlying causes to which we direct 
our recommendations continue into the current fiscal year. 

. 

It is to be recognized, however, that the Loan Program has unique 
aspects which do not lend themselves to conventional evaluation pro- 
cesses and which significantly affect the financial position of the pro- 
gram, The program assets are shown in the June 30, 1964, Statement 

of Financial Condition at their full face value at that date. No allow- 
ance has been made for future losses which may be sustained on loans 
and interest receivable, although a substantial part of the assets con- 

sists of foreign currency cash balances and loans and interest receiv- 
able which are repayable in foreign currency without maintenance-of- 

value provisions and which are not freely convertible to United States 
dollar s. Because of the many indeterminable factors which may affect 
these loans and the related interest receivable, we do not believe that 

future losses can be estimated with the degree of reliability necessary 
to arrive at a meaningful allowance for such losses. (See pp, 9 
through 15. 
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The Agency’s accounting and financial management system has a 
number of significant weaknesses and does not fully comply with the ac - 
counting principles and standards prescribed by the Comptroller Gen- 
eral. The system does not, in our opinion, provide an adequate founda- 
tion for the Agency’s current and prospective financial management 
needs for planning, programming, budgeting, accounting, and reporting 
in respect to both the Agency’s internal management responsibilities 

and its responsibilities to the Congress. 

The need for a substantially improved financial management sys- 
tem is emphasized by the multibillion dollar size and diversity of the 

Loan Program, by the longevity of the operation, and by the President’s 
recent directive requiring agencies to establish integrated planning, 
programming, and budgeting systems. 

AID recently has prepared a statement of basic accounting policy 
which is intended to provide a sound foundation for a revision of its 
over all accounting manual. Further, the Agency has initiated plans for 
review and revision of its Loan Program accounting system and has 

agreed to our proposal that internal audits be instituted. We plan to 
continue to work with the Agency in these developments. We are rec- 
ommending that the Agency’s system of accounts and reports provide 

for the allocation of applicable administrative expenses to the Loan 
Program in order to provide more meaningful information on the over- 
all costs and results of Loan Program operations; to this the Agency 
has not agreed. 

The Agency’s recent actions are encouraging to the extent that 
they disclose an awareness of its financial management needs and the 
initiation of a plan of action. However, we do not believe that the 
Agency will be able to fully discharge its responsibility for accounting 
and reporting under the law (Foreign Assistance Act of 1941 and the 

Budget and Accounting Procedures Act of 1950) unless it makes the 
<kind of improvements in its accounting, internal controls, and report- 

ing which we have recommended. While we believe that the circum- 
stances described above will preclude an unqualified opinion on the 

financial statements, we believe also that, when such improvements 
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have been accomplished, we will be able to render an opinion properly 

qualified to reflect unique aspects of the program. 

Copies of this report are being sent to the President of the 
United States; the Director, Bureau of the Budget; the Secretary of 
State; and the Administrator, Agency for ‘International Development. 

Acting Comptroller Ceneral 
of the United States 
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REPORT ON 

AUDIT OF 

LOAN PROGRAM FINANCIAL STATEMENTS 

yoJ 

FISCAL YEARS 1962, 1963, AND 1461 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

INTRODUCTION 

The General Accounting Office has made an audit of the Agency 

for International Development (AID) Loan Program financial state- 

ments for the fiscal years ended June 30, 1962, 1963, and 1964, 

pursuant to section 635(g)(5) of the Foreign Assistance Act of 1961 
1' 

(22 U.S.C. 2395). This section of the act provides that the Presi- 

dent shall cause to be maintained an integral set of accounts for 

loans made under the act which shall be audited by the General Ac- 

counting Office in accordance with principles and procedures ap- 

plicable to commercial corporate transactions as provided by the 

Government Corporation Control Act, as amended (31 U.S.C. 

841 et seq.). The scope of our audit, which was conducted at the 

AID headquarters office in Washington, D.C., is set forth on 

page 51 of this report. Recent General Accounting Office reports 

to the Congress on financial aspects of the AID Loan Program are 

shown in appendix I. 

The Foreign Assistance Act of 1961 is the organic legislation 

for the current foreign assistance program. Section 621 authorized 

the President to exercise his functions under this act through such 

agency as he may direct. Pursuant to Executive Order 10973 of 

November 3, 1961, AID was established as an agency within the De- 

partment of State having the responsibility of carrying out the 
D 
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economic foreign assistance program of the United States and of co- 

ordinating the military and economic assistance programs. 

The economic assistance program is designed to promote economic 

and social development in less developed areas of the world and to 

help maintain economic and political stability. Assistance is ex- 

tended through grants of funds and by loans. Section 635(a) of the 

Foreign Assistance Act of 1961 requires that assistance in the form 

of loans be emphasized wherever possible, and, in accordance with 

this policy, loans have replaced grants as the principal means of 

extending econosic assistance in recent years, At June 30, 1964, 

loans receivable administered by AID amounted to $7,415,800,000. 

.._. 



ORGANIZATION AND MANAGEMENT 

The functions of AID are directed by an Administrator who is 

appointed by the President, by and with the advice and consent of 

the Senate, and reports directly to the Secretary of State and the 

President. He is charged with the central direction and responsi- 

bility for the economic assistance program and coordination of the 

military and economic assistance programs. The organizational 

structure of the Agency consists of the Office of the Administra- 

tor, management offices and various staffs to assist the Adminis- 

trator in managing the affairs of the Agency, four regional bu- 

reaus-- Latin America, Africa, the Near East and South Asia, and the 

Far East --to oversee the development and carrying out of the pro- 

&F=- 9 and United States AID missions in recipient countries which 

have field responsibility for the programs. 

Overall responsibility for the accounting, auditing, and bud- 

geting activities of AID is vested in the Office of the Controller. 

The Accounting Division is responsible for the accounting and fi- 

nancial reporting of all AID programs, and the International Loan 

Branch is the specific organizational unit responsible for the ac- 

counting for the Loan Program. The principal AID officials re- 

sponsible for the administration and accounting for the Loan Pro- 

gram during the period covered by our audit are listed in appen- 

dix II. 

DEVELOPMENT LOAN COMMITTEE 

Section 204 of the Foreign Assistance Act of 1961 provided for 

the establishment of an interagency Development Loan Committee, 

consisting of officers from such agencies of the United States Gov- 

ernment as the President may determine, which shall, under the di- 

rection of the President, establish standards and criteria for 
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development lending operations in accordance with the foreign and 

financial policies of the United States. By Executive Order 10973, 

November 3, 1961, the President established a committee consisting 

of representatives of AID, the Department of State, the Department 

of the Treasury, and the Export-Import Bank of Washington. The 

representatives of this committee during the period covered by our 

audit are listed in appendix III. 

:: 
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LOAN OPERATIONS 

The two principal legislative authorities under which AID may 

currently make loans are the Foreign Assistance Act of 1961 and the 

Agricultural Trade Development and Assistance Act of 1954, commonly 

known as Public Law 480. Loans made under the Foreign Assistance 

Act of 1961 are funded from annual dollar appropriations; loans 

made pursuant to Public Law 480 are funded from the foreign cur- 

rency proceeds accruing to the United States from the sale of sur- 

plus agricultural commodities. 

In addition to the responsibility for administering loans made 

by AID since the Agency was established in November 1961, AID is 

responsible for administering loans made pursuant to several legis- 

lative authorities in existence at various times since the foreign 

assistance program was initiated following World War II. These 

loans were previously administered by predecessor agencies to AID 

and, for certain Public Law 480 loans, by the Export-Import Bank of 

Washington. 

Loans administered by AID have been made directly to govern- 

ments of foreign countries, to autonomous government agencies, and 

to private enterprises in foreign countries and vary widely as to 

purpose, repayment period, form of repayment, and interest rate. 

In this report we have categorized the loans by the legislative au- 

thority under which the agreements were originally made. A sched- 

ule showing the status of loan agreements under each of these leg- 

islative authorities is presented as appendix IV. A description of 

the various legislative authorities is presented as appendix V. A 

- brief summary of the outstanding loans being administered by AID at 

June 30, 1964, follows: 
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Legislative authority 

Outstanding 
balance 

(millions) 

Foreign Assistance Act of 1961: 
Section 201 
Section 251 
Section 401 

$ 983 
301 
183 

Agricultural Trade Development 
and Assistance Act of 1954: 

Section 104(d) 
Section 104(e) 
Section 104(g) 

Latin American Development Act 
Corporate Development Loan Fund 
Mutual Security Act of 1954 
Legislative authorities prior to 

Mutual Security Act of 1954 

7 
104 

2,294 
91 

1,330 
1,007 

1,115 

Total $7,415 

As a preface to our comments on the Loan Program financial 

statements, we believe that recognition should be given to the dif- 

ficulties under which the Agency began its combined lending func- 

tions when it was established in November 1961. In addition to ad- 

ministering and accounting for new loans authorized by the Foreign 

Assistance Act of 1961, the newly created Agency was faced with un- 

usual problems in consolidating the administration and accounting 

for several large and varied Loan Programs formerly carried on by 

other agencies. 

After the accomplishment of these consolidations, AID recently 

has prepared a statement of basic accounting policy which is in- 

* tended to provide a sound foundation for further systems develop- 

ments. That statement was transmitted by AID to the General AC- _ 

counting Office December 20, 1965, and is now being reviewed. 



Certain general information pertaining to the Loan Program and 

definitions of some of the terms used throughout this report are 

presented below. 

MAINTENANCE-OF-VALUE 

Many of the loans administered by AID are repayable in the lo- 

cal currency of the borrower. As a protection against fluctuations 

in the value of foreign currency units in relation to the dollar 

over the life of such loans, some of these loan agreements include 

maintenance-of-value provisions. In general terms, "maintenance- 

of-value" means that the dollar value of the foreign currency re- 

paid by the borrower must equal the dollar value of the loan dis- 

bursements when the funds were disbursed to the borrower. The num- 

ber of foreign currency units necessary to liquidate principal and 

interest installments due is governed by the going exchange rate at 

the time the payment is made. Small exchange rate gains and losses 

have been recognized by AID on loans with maintenance-of-value pro- 

visions because of slight differences in the rates of exchange used 

by the borrowers to make payments and the rates of exchange used by 

AID to record the transactions in accordance with rates prescribed 

by the Treasury Department, For loans repayable in foreign cur- 

rency without maintenance-of-value provisions, the exact number of 

foreign currency units to be repaid is specified in the loan agree- 

ment or is in some other manner permanently fixed. The value of 

the units repaid is not a consideration in loans of this type, and 

substantial exchange rate losses have been incurred. 

VALUATION OF FOREIGN CURRENCY BALANCES 
AND TRANSACTIONS 

Since January 1, 1962, AID has valued foreign currency ac- 

counts and transactions at rates of exchange prescribed by the 

Treasury Department. Rates of exchange applicable to the currency 
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units of each foreign country are prescribed quarterly and gener- 

ally are based on the latest available Treasury Department selling 

rate in each country. Unless otherwise denoted, all amounts used 

in this report are stated in terms of dollars. These amounts, how- 

ever, may consist entirely of dollars, the dollar equivalent of a 

number of foreign currency units, or a combination of both. 

UTILIZATION OF FOREIGN CURRENCY BY AID LOAN PROGRAM 

Foreign currencies generated by the sale of surplus agricul- 

tural commodities generally are not freely convertible to other 

currencies. For the most part these currencies are expended by the 

United States in the originating country in accordance with re- 

strictions imposed in the sales agreements and with applicable leg- 

islation governing the disposal of such currencies. One of the 

principal uses of these foreign currencies is to fund loans to the 

countries purchasing the agricultural commodities. Repayments of 

these loans and payments of interest to the United States are also 

generally restricted as to their use. 

UTILIZATION OF DOLLARS BY AID LOAN PROGRAM 

The dollars used by AID to currently fund dollar loans are ap- 

propriated annually by the Congress. In recent years, the growing 

concern over the net dollar outflow from this country has led to 

increasing emphasis by AID in ensuring that economic foreign assis- 

tance dollar expenditures, including dollars disbursed as loans, 

are used to the maximum possible extent to procure United States 

goods and services. According to AID, more than 80 percent of the 

- funds appropriated to AID in fiscal year 1964 were committed for 

the purchase of United States goods and services. 
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COMMENTS ON FINANCIAL STATEMENTS 

The financial statements included in this report as sched- 

ules 1 through 4 are the same as those prepared by AID and submit- 

ted to us. Certain suggestions made by us on statement format were 

accepted by AID and incorporated in the final statements transmit- 

ted to us. Particularly noteworthy in this respect was the agree- 

ment by AID to show the substantial exchange rate loss, incurred 

when six loan agreements were amended to delete the maintenance-of- 

value provisions, as extraordinary losses in the Statements of In- 

come and Expense. Also at our suggestion, prior-year adjustments 

are shown on this statement after the determination of net income 

from regular operations. These changes allow a more meaningful 

comparison of the results of ordinary Loan Program operations for 

the 3 years. The scope of our audit is shown on page 51, and our 

opinion of the financial statements is shown on page 52. 

REALIZABLE VALUE OF LOAN PROGRAM ASSETS 
UNDETERMINABLE 

The assets of the Loan Program are shown in the June 30, 1964, 

Statement of Financial Condition at their full face value at that 

date. No allowance has been made for future losses which may be 

sustained on loans and interest receivable. This policy, which is 

explained by the Agency in footnote 4 to the financial statements, 

has been adopted by AID because of the absence of an experience 

factor on which to estimate possible future losses in administering 

the Loan Program. 

The experience of AID in conducting the Loan Program from No- 

vember 1961 through June 30, 1964, has shown that there are a num- 

ber of factors that make undeterminable the realizable value of the 

loans receivable balances, the foreign currency cash balances, and, 



to a lesser extent, certain of the other assets shown on the State- 

ment of Financial Condition. 

One oE the factors which has a direct effect on the realizable 

value of Loan Program assets is the fluctuation in the foreign cur- 

rency exchange rates. Substantial exchange rate losses have been 

incurred over the past 3 years. We believe that it is reasonable 

to expect that this experience will be repeated to some degree in 

the future. Other factors which indicate that the full face value 

of Loan Program assets may not be realized include the fact that 

AID has (1) eliminated maintenance-of-value provisions from loan 

agreements, (2) converted loans to grants, (3) classified a number 

of loans as being delinquent, (4) deferred other loans in order to 

postpone repayments, and (5) other loans that are in dispute as to 

the proper exchange rates. Each of these factors is discussed in 

more detail below. 

Exchanpe rate losses 

At June 30, 1964, AID records showed that the net aggregate 

exchange rate loss incurred by the Loan Program after AID was es- 

tablished in November 1961 amounted to the dollar equivalent of 

$351.2 million. Such losses are the result of declines in the 

value of foreign currency monetary units in relation to the dollar 

and consist of (1) the loss in value of loans and interest which 

are repayable in foreign currency without maintenance-of-value pro- 

visions, (2) the loss in value of foreign currency cash balances in 

the AID Loan Program accounts, and (3) the exchange rate losses in- 

curred in foreign currency transactions carried out under the Loan 

Program. Some of the more extreme examples of declines in the val- 

ues of foreign currency units, in relation to the dollar, which 

have affected Loan Program assets during a 2-l/2-year period 

10 






































































































































































